KING COUNTY, WASHINGTON

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

NOTE 2 — RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explandation of certain differences between the governmental fund balance sheet and the
government-wide statement of net assets:

The governmental fund balance sheet includes a reconciliation between fund balance - total
governmental funds and net assets — governmental activities as reported in the government-
wide statement of net assets. One element of that reconciliation explains, “Long-term
liabilities, including bonds payable, are not due and payable in the current period and
therefore are not reported in the funds.” The details of this $1,043,823,729 difference are as
follows:

Bonds payable $ 894,749,245

Less: Deferred charge on refunding (to be amortized
as interest expense) (10,686,375)

Deferred charge for issuance costs (to be

amortized over life of debt) (1,868,658)
Plus:  Unamortized premiums on bonds sold 10,244,328
Accrued interest payable 6,951,759
Capital leases payable 83,770,342
Compensated absences 57,348,312
Rebatable arbitrage 3,314,776

Net adjustment to reduce fund balance - total
governmental funds to arrive at net assets —
governmental activities $1,043,823,729

B. Explanation of certain differences between the governmental fund statement of revenues,
expenditures, and changes in fund balances and the government-wide statement of
activities:

The governmental fund statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between nef changes in fund balances — total governmental funds
and changes in net assets of governmental activities reported in the government-wide
statement of activities. One element of that reconciliation explains, “Governmental funds
report capital outlays as expenditures. However, in the statement of activities the cost of those
assets is allocated over their estimated useful lives and reported as depreciation expense.”
The details of this $77,926,810 difference are as follows:

Capital outlay $ 110,476,003
Depreciation expense (32,549,193)

Net adjustment to increase net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 77.926.810
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Another element of that reconciliation states, “The net effect of various miscellaneous
transactions involving capital assets (e.g., sales, trade-ins, and donations) is to increase net
assets.” The details of this $47,461,682 difference are as follows:

In the statement of activities, only the gain on the sale
of capital assets is reported. In the governmental
funds, the proceeds from the sale increase financial
resources. The change in net assets differs from the
change in fund balance by the book value of the

capital assets sold. $ (14,257,959)
Book value of capital assets tfransferred to proprietary
funds (2,584,283)

Donations of capital assets increase net assets in the
statement of activities, but do not appear in the
governmental funds because they are not financial
resources. 64,303,924

Net adjustment to increase net changes in fund
balances — fotal governmental funds to arrive at
changes in net assets of governmental activities $ 47,461,682

Another element of that reconciliation states, “Revenues in the statement of activities that do
not provide current financial resources are not reported as revenues in the governmental
funds.” The details of this $1,202,670 difference are as follows:

Property tax accrual $ 451,377
Surface Water Management service charge accrual 125,909
Work Release service charge net accrual 603,638
Fines and Forfeits net accrual 21,746

Net adjustment to increase net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 1,202,670

Another element of that reconciliation states, “The issuance of long-term debt provides current
financial resources to governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds. Neither transaction has
any effect on net assets. Also, governmental funds report the effect of issuance costs,
premiums, and similar items when debt is first issued, whereas these amounts are deferred and
amortized in the statement of activities.” The details of this $25,725,492 difference are as
follows:
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Debt issued or incurred

Issuance of general obligation bonds $ (38,340,000)

Issuance of refunding general obligation bonds (124,575,000)

Capital lease financing (145,336)
Premium on bonds issued (10,877,409)
Bond issuance costs 966,945
Principal repayments 57,900,420
Payment to escrow agent for refunding 132,797,821
Payment to escrow agent for partial defeasance 7,998,051

Net adjustment to increase net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 25,725,492

Another element of that reconciliation states, “Some expenses reported in the statement of
activities do not require the use of current financial resources and therefore are not reported
as expenditures in governmental funds.” The details of this $5,897,887 difference are as follows:

Compensated absences $ (5.328,070)
Accrued rebatable arbitrage (504,410)
Accrued Interest 104,295
Amortization of issuance costs (56,338)
Amortization of deferred charge on refunding (746,445)
Amortization of bond premiums 633,081

Net adjustment to decrease net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ (5.897.887)

Another element of that reconciliation states, “Net revenues and expenses of certain activities
of internal service funds are reported with governmental activities.” The details of this
$7.985,753 difference are as follows:

Investment interest earnings $ 4,860,625
Revenues related to services provided to outside parties 1,988,102
Expenses related to services provided to outside parties (1,976,540)
Loss on disposal of capital assets (43,568)
Interest on long-term debt (264,310)
Transfers in 1,724,984
Transfers out (2.681,902)
Internal Service Fund Profits allocated to governmental

activities 4,378,362

Net adjustment to increase net changes in fund
balances - total governmental funds to arrive atf
changes in net assets of governmental activities $ 7,985,753
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